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ICRA's banking sector outlook reported on 28 October 2026 projects = moucrate increase in fresh
non-performing asset (NPA) generation during FY27. Public-sect r L n«s could witness fresh slippages
of approximately X1 lakh crore, compared with about 90 O« © . ore in FY26, while private-sector
banks could record around %1.3 lakh crore, compare~ w. h 1.2 lakh crore. These are forecasts, not

realised FY27 outcomes. The outlook highlights the . »~ ortance of monitoring unsecured retail

lending, MSME exposures, provisioning anc Ja. Ki~g-sector resilience.
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Excerpt / Brief Summary

ICRA's banking outlook, reported on 28 October 2026, expects moderate normalisation in fresh non-performing assets during
FY27.

Public-sector bank fresh slippages were projected near Rs 1 lakh crore, while private-bank slippages were projected near Rs
1.3 lakh crore.

These are estimates, not realised full-year results.
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FY27 PUBLIC BANK SLIPPAGES

?1 Lakh Crore

FY27 PRIVATE BANK SLIPPAGES

?1.3 Lakh Crore

OUTLOOK

Moderate Normalisation

UPSC Syllabus Mapping

GS Paper llI: Indian Economy, Banking Sector, Financial Stabilit

C.. it Growth, Institutional Reforms.

Prelims: Non-Performing Assets, Gross NPA, Net NPA, " sage Ratio, Provisioning Coverage, IBC and SARFAESI.
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Why Is India's Banking NPA Outlook in the News?

ICRA's outlook, reported on 28 October 2026, suggested moderate normalisation in fresh non-performing assets during FY27.

The assessment followed a period of improved asset quality across the Indian banking sector.

However, the projection does not indicate that India's banking system is facing an inevitable financial crisis.

The forecast should be interpreted alongside credit growth, recoveries, write-offs and provisioning.

ICRA FY27 Banking NPA Projections: Key Figures

v
Bank Category FY26 Approximate Slippages FY27 Projected Slippages

Public-sector banks 790,000 crore ?1 lakh crore

Private-sector banks ?1.2 lakh crore ?1.3 lakh crore

The reported private-bank fresh NPA generation r ‘e 1 mained broadly in the range of 1.6% to 1.8%.

The reported public-sector rate was lowe

These projections are estimate” rom

'~ edit-rating agency, nct realised FY27 results or an RBI declaration.

What Is e N 'n-Performing Asset (NPA)?

A non- erfon 'ng asset is a loan or advance that has stopped generating expected income for a bank under applicable regulatory

norms.

In common banking usage. a term loan generally becomes non-performing when interest or principal remains overdue for more than 90

days.

Classification rules can vary depending on the type of credit facility.

Gross NPA vs Net NPA: Important Differences

Gross NPA

Net NPA

Gross NPA Ratio
Net NPA Ratio

Provisioning Coverage

Total classified problem loans before relevant adjustments.
Problem loans after specified provisions and adjustments.
Gross NPAs relative to gross advances.

Net NPAs relative to net advances.

Indicates the extent of loss buffers against problem loans.
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Gross NPA provides a measure of the stock of problem loans.

Net NPA reflects the effect of specified provisions and adjustments.

What Are Fresh NPA Slippages?

Fresh slippage occurs when a previously standard loan becomes classified as an NPA during a particular period.
Fresh slippages represent a flow of newly stressed loans.

Gross NPAs represent the stock of problem loans at a point in time.

UPSC Concept:
An increase in fresh slippages does not necessarily mean the total gross . A tock will rise by the same amount.

Recoveries, upgrades, write-offs and other changes also affect t' e ¢. standing NPA stock.

Why Can Fresh NPAs Ir~re. e Despite Better Bank Balance Sheets?

Improved asset quality does not elii. = .e ti.e possibility of new borrower stress.

Banking performance is influenced .y credit cycles, econarnic conditions, borrower income and sectoral developments.

Potential driv rs

e Rap I credi zxpansion.

e Household repayment stress.

e Weakness in MSME :.ash flows.

e Changes in borrowing costs.

o Sector-specific business difficulties.

e Repayment delays in unsecured lending.
A bank's rupee-value slippages may also increase when its loan book becomes larger.

Therefore, absolute amounts should be compared with loan-book size and slippage rates.

Private-Sector Banks vs Public-Sector Banks: Understanding the Outlook

The reported FY27 projections show higher absolute fresh slippages for private-sector banks than public-sector banks.
However, comparing the two groups only through rupee amounts can be misleading.
Loan composition, credit growth, risk management and provisioning all influence asset-quality outcomes.

Some private-bank loan portfolios may contain greater exposure to unsecured retail and MSME credit, among other factors.
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Why Are MSME and Unsecured Retail Loans Important?

MSME borrowers may be sensitive to changes in sales, working capital availability and borrowing costs.
Households may face repayment pressure when income conditions weaken or debt-servicing costs increase.
Unsecured lending requires careful credit appraisal because repayment does not depend on pledged collateral.

Banks should evaluate cash flows, repayment patterns and sector concentration while ensuring fair treatment of borrowers.

Does Rising NPA Slippage Mean a Banking Crisis?

Not necessarily. A moderate increase in fresh slippages may reflect normalisatic v ‘hir, * = credit cycle.
Financial stability depends on the ability of banks to identify, manage and “so. credit risk.
Important indicators include provisioning, capital buffers, profitability, =co* :ries and loan-book quality.

A single forecast cannot establish system-wide bank insr' rer. - or a banking crisis.

Banking Reforms and M"A " 2solution Mechanisms in India

India's banking asset quality ks :nefited from balance-sheet clean-up, recoveries, stronger provisioning and improved credit

discipline.

Important fra 1€ '0..S

e Res’ .ve Bc 'k of India supervision.

o Insolvercy and Bankruptcy Ccde.

¢ SARFAESI framework

e Bank provisioning and capital buffers.
o Credit-risk monitoring systems.

o Borrower grievance-redress mechanisms.

Resolution frameworks can help address distressed assets, but effective implementation and fair borrower treatment remain essential.

Way Forward: Strengthening India's Banking Resilience

o Compare fresh slippage rates with advances, not just rupee values.
e Monitor unsecured retail and MSME loan portfolios.
e Strengthen sector-specific early-warning systems.

e Improve restructuring and insolvency resolution for viable borrowers.
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¢ Maintain adequate provisioning and capital buffers.
e Ensure transparent and fair loan-recovery practices.

e Strengthen consumer protection and grievance redress.

UPSC Prelims Revision Capsule

NPA Loan classified as non-performing under applicab: ba. <ing norms.

Gross NPA Stock of problem loans before specified ac 1s. ~ens.

Net NPA Problem loans after relevant provic or anu adjustments.

Fresh slippage Standard loan newly class. =7 as NPA.

Slippage ratio New NPAs relative »+ ~nr'4rd advances under the relevant measurement convention.

Provisioning coverage Indicator of hun. < against losses from problem loans.
IBC Insc’ ‘er cy . nd Bankruptcy Codr.

SARFAESI Lo - framework relevant to secured-asset enforcement and recovery.

UF SC i relims Practice MCQs

Question 1.

With reference to non-performing assets in the banking sector, consider the following statements:

1. Fresh slippage refers to a standard loan becoming an NPA.
2. Gross NPA and fresh slippage represent exactly the same measure.

3. Provisioning helps banks absorb expected credit losses.
Which of the statements given above are correct?

(A) 1 and 2 only
(B) 1 and 3 only
(C) 2 and 3 only
(D)1,2and 3

Correct Answer: (B)
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Statements 1 and 3 are correct. Fresh slippages are a flow, whereas gross NPAs represent a stock of problem loans.

Question 2.
Which of the following is most appropriate for evaluating the seriousness of fresh NPA slippages?

(A) Absolute rupee amount alone
(B) Loan-book size, slippage rate and provisioning
(C) Number of bank branches alone

(D) Total number of deposit accounts

Correct Answer: (B)

Asset quality must be assessed using multiple indicators, ° .cluc 0 .0an-book size, slippage rates, provisions and

recoveries.

Question 3.
With reference to ICRA's rerarte ~ ~Y?7 banking outlook, whicii statement is correct?

(A) The figures are final RBI r~ _ults.
(B) All projectec’ =li, 207 5 represent permanent lesses.
(C) The prniec ons suggest moderate normailsation in fresh NPAs.
(D) ™e . recast proves a banking crizis.
Correct Answer: (C)

The reported ICRA outlook projects moderate normalisation in fresh non-performing assets. It does not establish a

banking crisis or represent final full-year results.

UPSC Mains Answer Writing Practice

GS Paper Ill — Practice Question
"Improved bank balance sheets do not eliminate the possibility of fresh credit stress."

Discuss the factors behind rising NPA slippages in India and suggest measures to preserve financial stability without restricting

productive credit.

Suggested Approach:
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1. Differentiate NPA stock and slippage flow.

2. Discuss credit cycles and sectoral risks.

3. Explain MSME and unsecured retail exposures.
4. Analyse provisioning and capital buffers.

5. Suggest proportionate supervision and fair resolution.

Model Answer Framework

Non-performing assets are an important indicator of bank asset quality. Fresh slippanes * ~~<t're newly classified problem loans,

whereas gross NPAs represent the outstanding stock of such loans.

ICRA's reported FY27 outlook suggests moderate normalisation in fresh NF * g. -ercaon. Such stress can arise from changing credit

cycles, borrower income conditions and sector-specific weaknesses.
Banks should strengthen cash-flow-based credit appraisal, earlv-wan. ~ systems, provisioning and borrower resolution processes.

Regulators must balance prudential discipline with prod: ctive . < .t growth, financial inclusion and fair borrower treatment.

Frequently Asked Que 0 ns

What is an NPA in banking~?

An NPAisale n ~ad ' .ice classified as non-seiforming under applicable regulatory norms.

Wha. = .resh NPA slippage?

It occurs when a previcusly standard loan becomes classified as non-performing.

What did ICRA project for FY27?

The reported outlook projected public-sector bank slippages near Rs 1 lakh crore and private-sector bank slippages near Rs 1.3

lakh crore.

Does higher slippage mean banks are insolvent?

No. Solvency depends on broader financial conditions, including capital, provisioning and loss-absorbing capacity.

Why is this topic important for UPSC?

It connects Indian banking, financial stability, credit growth, regulation and economic governance.
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| Civil Service Gurukul — Key Takeaway

Banking resilience is not measured by the complete absence of loan defaults.
It depends on the capacity of financial institutions to identify, price, manage and absorb credit risk.

For UPSC, distinguish NPA stocks from fresh slippage flows and evaluate banking stress using multiple financial indicators.

India Banking NPA FY27 ICRA Outlook UPSC Current Affairs 2026 Indian Economy Gross NPA at N Financial Stability GS

Paper Il Civil Service Gurukul

Educ .onal . =: This article is prepared for CPSC Civil Services Examination study using the supplied October 2026 banking outlook summary. The FY27
figure. ~re _recasts rather than final realised results.
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